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Nine points to consider before dealing with
commercial space vacated before the term is up

Leasing
subleases

T he concept of subleasing com-
mercial space is not new. Sublease
space becomes available when a
commercial, retail, office or industrial ten-
ant decides to unload part or all of the space
he/she currently leases or occupies. Thiscan
be the result of downsizing, economic down-
turn, lack of business or consolidation of a
company’s locations and employees.

Right now in Calgary and Vancouver, for
example, thereisan incredible amount of sub-
lease space on the market, representing about
three million square feet of vacant space in
total. Thiswill result in abuyer’s or tenant’s
market. However, subleasing activity is very
cyclical. When occupancy rates are high there
isvery little subleasing activity. As vacancy
rates increase, so do subleasing opportunities.

Here are nine points worth considering
whether you are trying to acquire space for
sublease or if you aretrying to get rid of space
that you no longer need:

* Rental rate — Sublease space normally
rents for much less than landlord-leased space
— often 20 per cent to 40 per cent below the
market rent for that property. The original ten-
ant must be prepared to discount the space or
hold onto it. The subtenant should negotiatefor
and expect abargain.

e Term —The subtenant is essentially taking
whatever term isleft on the lease. It could be
10 monthsor threeyears; it lwaysvariesfrom
lease to lease. Obviousdly, the original tenant
wantsto sublease out the space for the balance
of the term. But the subtenant must consider
what will happen when the sublease expires.
Will the landlord allow him/her to stay and

premises back to ashell state at the end of the
lease term. Be careful and read the lease’sfine
print.

 Lease assignment — One alternative
to a sublease is a lease assignment. Here,
the new tenant agrees to take over all of
the obligations of the original tenant. This
requires alease- assignment agreement from
the landlord. If alease assignment is done,
the new tenant (the assignee) then pays his/
her rent directly to the landlord each month.
However, on a subl ease agreement, the sub-
tenant pays his’her rent to the original ten-

enter into anew lease, and at

ant, who then usually tops it

what cost? The less time | eft
on a sublease term the more
important it is for the subten-
ant to talk with the landlord
and negotiate now to deter-
mine if there will be another
lease dedl in his/her future at
that same location.

* Inducements—When the
original tenant is putting his/
her space on the market for
sublease, he/she is compet-
ing with landlords who will

DALE WILLERTON

up and pays the full rent to
the landlord. Many years ago
when | wanted to move the
L ease Coach’s Edmonton
officeto adowntown highrise,
| found alocation that an engi-
neering office wanted to give
up. Instead of subleasing, we
took an assignment and stayed
well beyond thetwo yearsthat
remained on the term at acon-
siderable cost savings.
 Surrender of thepremises

be offering atenant allowance
and even freerent. Thisappliesto spacein the
same building aswell asother properties. This
meansthat either the subleaserentdl rate needs
to be low enough to offset the value of those
inducements or the original tenant may need
to be competitive with his’her own induce-
ments.

* Partial sublease — What if only part of
the space is available for sublease? The origi-
nal tenant may want to give up only half of
the 8,000 square feet he/she occupies. Thisis
not uncommon but may require a new demis-
ing (or separating) wall to be created. A new
entrance, or heating, ventilation and air condi-
tioning (HVAC) separation and signage may
also be required. Not only will there be a cost
associated with these situations, but landlord
consent will be required for any construction
etc. Thekey hereisto get the landlord’s bless-
ing on whatever renovations you do because
the lease cdlsfor it. The lease agreement may
aso requiretheoriginal tenant to demolish the

—Instead of the original tenant
subleasing his/her space out or assigning the
lease agreement to another tenant, it is very
possibleto approach thelandlord with asurren-
der of lease proposal. Thisiswheretheorigina
tenant surrenders, or gives back, the space to
thelandlord because thereisareplacement ten-
ant ready, willing and able to enter into a new
head lease. Thiscan be awin-win-win scenario
for everyoneinvolved.

* Real estate commissions—Oftentheorigi-
nal tenant will givealistingto areal estate agent
to find him/her a sublease tenant replacement.
This may be the only way the original tenant
can unload the space but it will also mean that
commissions must be paid. The subtenant is
negotiating to get a good deal but the original
tenant may feel he/sheisaready thousands of
dollarsinthered before the sublease agreement
evengetssigned. Ultimately, it'sacost of doing
business. Alternatively, the original tenant can
run“For Sublease” adsin the newspaper since
often thelandlord will not alow the placement

of sublease signage on the property.

e Thelease document — Some |ease agree-
ments require landlord consent to a sublease
agreement, but othersdo not. Thelandlord may
or may not have astandard sublease agreement
he/shewantsyou to use. There are several sce-
narios that could play out here and | strongly
recommend involving the landlord to avoid
problems and misunderstanding. Make sure
you have your |ease documents reviewed by a
professional before jumpingin.

« Default —A sublease tenant or an assignee
can fail or default on rent payments. You must
make sure you know your rights and obliga-
tions before proceeding. Don't hesitate to call
or e-mail the Lease Coach for someadvice. It's
better to be safe than sorry.e

Dale Willerton is the Lease Coach, a certi-
fied commercial |ease consultant who works
exclusively with tenants. Willerton is author
of Negotiate Your Retail, Commercial or
Office Lease or Renewal. DaleWllerton@
ThelLeaseCoach.com 1-800-738-9202,
www. TheleaseCoach.com.

space available?

n Calgary, there is now an estimated 2.1

million square feet of sublease office
space on the market, and it represents a
higher proportion of vacancies than head
lease space for the first time in more than
10 years, according to a survey by Avison
Young. Sublease space accounts for 4.4
per cent of all the vacant office space in
Calgary’s central business district, while
the head-lease vacancy is 3.4 per cent.

In Vancouver, vacant sublease space as
of the end of the second quarter of this
year totalled more than 948,000 square
feet, triple the level of a year earlier. Half
of the sublease space - about 460,000
square feet - is in the downtown core.
Most of the vacant sublease space is small-
er offices, indicating that “the downturn
has affected industries across the board,”
according to Avison Young.

Lower Mainland

CLOVER

STRATA OFFICES
WITH HVAC UNITS
18515-53 AVE
#201-2065SF $340,834
#202- 1628SF $268,724
#204- 909SF $150,000

18525-53 AVE
#217-2060SF - #218-2398SF
#229-2723SF + #231-2056SF

#232-2017SF
SOME CAN BE JOINED

DALE INDUSTRIAL,
PARK LTD

STRATA WAREHOUSES

18515-53 AVE

#102-3424SF $564,978
(front exposure)

#104-2141SF $353,267
#105-1601SF $264,284
#109-1705SF $281,325

18525-53 AVE
#126-2152SF $355,080
#130-1999SF $319,840

#143-3546SF $563,814

18535-53 AVE WAREHOUSES
« #146-3546SF $563,814
#148/149/150 3546SF EACH OR 10,638 TOGETHER

WHY RENT WHEN YOU CAN OWN

CONVENIENT STORE
INCLUDES STORE, 3 BDRM RES., AND PROPERTY

® SAME OWNERS FOR 14 YEARS ® BE YOUR OWN BOSS

® 3 BED ROOM HOME ® 17,000 S F OF LAND
CALL FOR ADDITIONAL INFORMATION

BRUCE NORMANTON
Phone: 604.671.0516

Fax: 604.882.1499

ROYAL LEPAGE
AN 111

Coronation Park

Emai: NOrm10@shaw.ca

FOR SALE OR LEASE
ZONING C-4

e 8,250 sq ft fully paved and
fenced lot

e Presently Auto Sales Business

e Building approx. 2,200 sq ft.
Current use: show room, office
and minor auto repair, but very
versatile for other uses.

e Zoning permits building of another
residential unit.

Asking $1,100,000 or best offer.

Owner will carry mortgage OR Lease
$3,000 pr month plus triple net.

Courtesy to Realtors

Phone: 250-748-2719
250-748-0532

Fax:

Free standing multi-tenanted.
Building partly leased 11,700 sf
- owner downsizing. Busy road -

$2.7Mil

5 Ac. - Zoning allows 100,000 S.F.
of warehouse - used for parking -

$3.75Mil

pwzebroff@hotmail.com
604 202 0424

SELL

Selling your business? Western
Investor Business Opportunity pages
are organized geographically so read-
ers can find the opportunity they want.

¥

V&R,
ROYAL PACIFIC

Western

INVESTOR
1-800-661-6988
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